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FOR FINANCING APPROVAL.
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DECISION rO. 69953

ORDER

Open Meeting
October 23 and 24, 2007
Phoenix, Arizona

BY THE COMMISSION:
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14 On February 16, 2007, Midvale Telephone Exchange, Inc. ("Midvale" or "Company") filed

15 an application with the Arizona Corporation Commission ("Commission") for authorization to obtain

16 $10,364,820 of new debt financing from the U.S. Department of Agriculture Rural Utilities Service

17 ("RUS"). Midvale's application stated that the purpose of the loan is to create three new service

18 areas serving 441 proposed subscribers in the Company's Millsite exchange, 400 new subscribers in

19 its Granite Mountain exchange, and system improvements to all of die Company's thirteen

20 exchanges.

21 On April 23, 2007, Midvale filed an amended application, stating that RUS has approved its

22 application for financing in the amount of $l2,145,036, and requesting an increase in its proposed

23 debt financing from $10,364,820 to $12,145,036

24 On July 24, 2007, the Commission's Utilities Division Staff ("Staff") filed its Staff Report in

25 this matter, recommending approval of the financing request.

26
27 Having considered the entire record herein and being fully advised in the premises, the

28 Commission finds, concludes, and orders that:

* * * * * * * * * * * * * *
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FINDINGS OF FACT

Loan Terms

1

2 1. The Commiss ion granted Midva le a  Cer t if ica te of  Convenience and Necess ity

3 ("CC&N") in Decision No. 58048 (October 29, 1992). Under authority granted by the Commission,

4 Midvale currently provides service to a number of communities in Arizona, in five exchanges, with a

5 total of approximately 1,438 subscribers as of December 31, 2006. Its service area includes portions

6 of Cochise, Gila, Graham, Maricopa, Pima, Pinal and Yavapai counties in Arizona.

7 2. On February 16,  2007,  Midva le f iled an applica t ion with the Commiss ion for

8 authorization to obtain $10,364,820 of new debt financing from RUS .

9 3. On April 23, 2007, Midvale filed an amended application, requesting an increase in its

10 proposed debt financing to $12,145,036.

11 4. Between May 28,  2007 and May 31,  2007,  the Company published notice of its

12 amended application in newspapers of general circulation within its Arizona service territory.

13 5. On July 24, 2007, Staff filed its Staff Report in this matter, recommending approval of

14 the financing request.

15 6. No comments to the Staff Report were filed.

1 6

17 7. The RUS loan terms provide for a five percent rate of interest and a repayment period

18 of 15 years, with all repayments made during the first two years applied to interest only.

19 8. The terms of the RUS loan require the debt facility to be drawn down in installments,

20 with each drawdown contingent upon completion of a project phase and the commencement of the

21 next phase of construction.

22 9. A portion of the loan proceeds will be used to refinance the balance of an existing

23 Rural Telephone Finance Cooperative short-term credit facility.

24 .

25 10. Staff analyzed the projects Midvale proposes to finance with the loan proceeds.

26 Sta s analysis indicates that the Company's planned fiber  local loop facilit ies could result  in

27 significant long term maintenance cost reductions.

28

Engineering Analvsis
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1 11. Staff also determined that the Company's proposed fiber-to-the-home infrastructure

2 will provide it with the capability to offer broadband internet access at speeds higher than either DSL

3 or cable modem services, and to potentially offer video services, including high-definition television.

4 Staff states that fiber networks have the advantage of ease of upgrades to the system and that service

5 improvements can be accomplished with software driven computer systems, resulting in fewer costly

6 dispatches.

7 12. Staff found that the Company's infrastructure design is consistent with engineering

8 systems being deployed by other local exchange carriers.

9 13. Staffs preliminary review of the proposed projects shows that Midvale's cost

10 estimates fall within a range of reasonableness. No ratemaldng treatment should be inferred from

l l Staffs analysis.

12 14. Staff fotmd that Midvale's projections for growth and the resulting additional network

13 requirements identified in its application will result in modernization and expansion of its network.

14 No "used and useful" determination regarding Midvale's planned facilities should be inferred from

15 findings in this proceeding.

16 15. The Company's engineering designs and equipment selections must receive prior RUS

17 approval before disbursement of loan proceeds, and RUS requires that disbursed proceeds be used for

18 the purpose specified in Midvale's RUS loan application. RUS does not require Midvale to draw the

19 entire loan amount if its business objectives change.

20

21 16. Staffs financial analysis to determine the effects of the proposed financing used the

22 Company's financial results for the year ended December 31, 2006, and the assumption that the

23 Company will draw the entire debt amount of $12,145,036 immediately.l

24 17. Staffs analysis indicates that the proposed debt will result in a pro forma debt service

25 coverage ratio ("DSC")2 of 0.91 and a times interest earned ratio ("TIER")3 of 0.81 .

26

27

28

Financ ia l Ana lvs is

1 This assumption is conservative, as the terms of the RUS loan require the debt facility to be drawn down in installments,
with each drawdown contingent upon completion of a project phase and the commencement of the next phase of
construction.

KI
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1 18.

2

3

4

5

6

Sta ff s ta te s  tha t a lthough the  re sults  of S ta ffs  ana lys is  in this  ca se  is  le ss  than 1.0 for

both DS C a nd TIER, it a ppe a rs  tha t Midva le  would ha ve  the  a bility to ma ke  inte re s t a nd principa l

repayments  on the  proposed debt amounts . S ta ff points  out tha t the  te rms of the  loan do not a llow the

Company to draw the  entire  amount of the  reques ted debt a t the  inception of the  loan agreement. In

a ddition, S ta ff s ta te s  tha t the  proje cts  propose d to be  fina nce d would incre a se  Midva le 's  cus tome r

ba se , a nd tha t the  impa ct of proje cte d growth on ope ra ting re sults  could in tum pos itive ly e nha nce

7 Midva le 's  a bility to ma ke  principa l a nd inte re s t pa yme nts  on the  propose d de bt.

8 Consumer Services and Compliance Issues

9 19.

1 0

1 1

Midva le  is  in good s ta nding with the  Commiss ion's  Corpora tions  Divis ion.

20. From J a nua ry 1, 2004 through Ma rch 6, 2007, the  Commis s ion's  Utilitie s  Divis ion

database  shows seven compla ints , nine  inquiries  and one  opinion, a ll of which have  been resolved.

1 2
Staff Recommendations

1 3 21.

1 4

1 5

S ta ff s ta te s  tha t its  a na lys is  ind ica te s  tha t Midva le 's  p ropos a l will e nha nce  its

ne tworks  a s  we ll a s  its  a bility to a ccommoda te  fore ca s te d growth within its  ce rtifica te d te rritory.

Based on its  ana lys is , S ta ff has  concluded tha t Midva le 's  financing proposa l is  cons is tent with sound

1 6

1 7

financia l practice  and is  in the  public inte re s t.

22. S ta ff re comme nds  tha t the  Commis s ion a pprove  Midva le 's  propos a l to incur de bt

1 8

19

financing in the  amount of $12,145,036 from RUS.

23. S ta ff furthe r re comme nds  tha t the  Commis s ion a uthorize  Midva le  to e nga ge  in a ny

20

2 1

22 24.

23

24

tra ns a ctions  a nd to  e xe cute  or ca us e  to  be  e xe cute d  a ny docume nts  s o  a s  to  e ffe ctua te  the

authoriza tions  reques ted with the  applica tion.

S ta ff furthe r re comme nds  tha t Midva le  provide  to the  Commiss ion, within s ixty da ys

of the  loa n pa cka ge  clos ing, a  copy of a ll note s  a nd othe r docume nts  me moria lizing the  a uthorize d

transaction(s).

25
Conclus ion

26

27

28

2 DSC represents the number of times internally generated cash will cover required principal and interest payments on
long-term debt. A DSC greater than 1.0 indicates that operating cash flow is sufficient to cover debt obligations.
3 TIER represents the number of times earnings will cover interest expense on long-term debt. A TIER greater than 1.0
means that operating income is greater than interest expense.

4 DECIS ION NO. 69953
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CONCLUS IONS  OF L AW

1 25. It is  rea sonable , cons is tent with sound financia l practice s , and in the  public inte re s t to

2 grant Midva le  the  reques ted financing authority to fund its  proposed ne twork improvements .

3 26. S ta ff" s  re comme nda tions  a re  re a sona ble  a nd should be  a dopte d.

4

5 1. Mid v a le  is  a  p u b lic  s e rv ic e  c o rp o ra t io n  with in  th e  m e a n in g  o f Art ic le  XV o f th e

7 2. The  Commiss ion has  jurisdiction over Midva le  and the  subject ma tte r of the  reques t.

8 3. Notice  of the  financing was  provided in accordance  with law.

9 4. S ta ff's  re commenda tions  se t forth in Findings  of Fact Nos . 22-24 a re  rea sonable  and

10 should be  a dopte d.

11 5. The  fina ncing a pprove d he re in  is  for la wful purpos e s  within  Midva le 's  corpora te

12 P owe rs , is  compa tible  with the  public inte re s t, with s ound fina ncia l pra ctice s , a nd with the  prope r

13 pe rforma nce  by Midva le  of s e rvice  a s  a  public s e rvice  corpora tion, a nd will not impa ir Midva le 's

14 a bility to pe rform tha t s e rvice .

15 6. The  fina ncing a pprove d he re in is  for the  purpose s  se t forth in Midva le 's  re que s t file d

16 on Fe brua ry 16, 2007 a nd a me nde d on April 23, 2007, is  re a sona bly ne ce ssa ry for those  purpose s ,

17 a nd s uch purpos e s  a re  not, wholly or in pa rt, re a s ona bly cha rge a ble  to ope ra ting e xpe ns e s  or to

18 income .

1 9

20 IT IS  THEREFORE ORDERED tha t Midva le  Te le phone  Excha nge , Inc. is  he re by a uthorize d

21 to incur $12,145,036 of ne w de bt fina ncing from the  U.S . De pa rtme nt of Agriculture  Rura l Utilitie s

22 Service  for the  purposes s ta ted in the  applica tion.

23 IT IS  FURTHER ORDERED tha t Midva le  Te le phone  Excha nge , Inc. is  he re by a uthorize d to

24 engage  in any transactions and to execute  or cause  to be  executed any documents  so as  to e ffectua te

25 the  a uthoriza tions  re que s te d with the  a pplica tion.

26 IT IS  FURTHER ORDERED tha t s uch  a u thority is  e xpre s s ly continge nt upon  Midva le

27 Te lephone  Exchange , Inc.'s  use  of the  proceeds  for the  purposes  se t forth in its  applica tion.

28

ORDER
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(

DOCKET NO. T-02532A-07-0102

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

COMMIS S IONER /COMMISSIONER

IN WITNESS WHEREOF, 1, DEAN s. MILLER, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto set my hand and caused the official seal of the

this 30*"` day of ("]€;I- .
Commiss ion to be  a ffixed a t the  Ca pitol, in the  City of Phoe nix,

, 2007.

1

1 IT IS  FURTHER ORDERED tha t a pp rova l o f the  fina nc ing  s e t fo rth  he re in  doe s  no t

2 cons titute  or imply a pprova l or dis a pprova l by the  Commis s ion of a ny pa rticula r e xpe nditure  of the

3 proceeds derived thereby for purposes of establishing just and reasonable  ra tes.

4 IT IS  FURTHER ORDERED tha t Midva le  Te le phone  Excha nge , Inc. s ha ll file  with  the

5 Commis s ion's  Docke t Control, a s  a  complia nce  ite m in this  docke t, within s ixty da ys  of the  loa n

6 package  clos ing, the  notes  and othe r documents  memoria lizing the  authorized transaction(s).

7 IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.
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.~ IL lm
INTERIM EXECUTIVE DIRECTOR
DEAN I/
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Ga ry H. Horton, Es q.
S HAW, S CHLEGEL & HORTON, LAW OFFICE, P LLC
649 Eas t Cottonwood S tree t, Suite  1
Cottonwood, AZ 86326
Attorne y for Midva le  Te le phone  Excha nge , Inc.
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9

Chris tophe r C. Ke e le y, Chie f Couns e l
Le ga l Divis ion
AR IZONA C OR P OR ATION C OMMIS S ION
1200 Wes t Was hington S tree t
P hoe nix, AZ 85007
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Ernes t G. J ohns on, Director
Utilitie s  Divis ion
AR IZONA C OR P OR ATION C OMMIS S ION
1200 Wes t Was hington S tree t
P hoe nix, AZ 85007
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